APR 27 ’99 18:18 FR LOBEL,NOUINS&LAMONT TO 13832313385-1584 P.81/83

Teclecopier Transmission

from

Date Sent: ‘/ '17'44

TO: Name: _%“1/ élcjtyﬂ

At W

Receiver’s Telecopier Phone Number: _35% - 2%/- 3355

Sent by: W

Total Number of Pages Including This Cover Page: =2

Message:

The information contained in this facsimile transmission is intended only for the use of the individus!
or entity named abave and may be legally privileged or confidential information. If the reader of this
transmission is not the intended recipient, you are hereby notified that any dissemination, distribution
or copying of this transmission is strictly prohibited. If you have received this transmission in error,

please immediately notify us by collect telephone call snd return the original transmission to us at the
address below via U.S. Mail. Thank you.

Please contact p at Lobel, Novinos & Lamont, 1275 K Street,

N.W_, Suite 770, Washington, D.C. 20005, telephone number (202) 371-6626, if there is any
difficulty receiving this transmission. Our telecopier is set for automatic reception, 24 hours each
day of the week, at (202) 371-6643.

INL#:_53Y




APR 27 ’99 1@:11 FR LOBEL,NOVINSRQLAMONT TO 13032313385-1584 P.82-83

I.AW OFFICES OF

MARTIN LOBEL LoBEL. NoviINs & LAMONT OF COUNSEL

JACK A. BLUM _

LEE ELLEN HELFRICH SUITE 770 ALAN S. NOVINS

HENRY M. BANTA 1278 X STREET. N.w. ARTHUR L. FOX I
WASHINGTON. D.C. 20005-4048 DINA R LASSOW

WILLIAM JOHN LAMONT
(1018 - 1994)

1202) 371-6626
TELECOPIER: (202! 371-6643

April 27, 1999

By Fax/Original by Mail

David Guzy, Chief

Rules and Procedures Staff
Minerals Management Service
P.O. Box 25165 MS 3021
Denver, Colorado 80225

Re: Proposed Oil Valuation Rules
Dear Mr. Guzy:

For the reasons stated in its prior comments and during the public workshops, it is the
position of the State Controller’s Office that the Minerals Mapagement Service should move
forward to implement its proposed rule for oil valuation, with the appropriate modifications as
detailed in SCO’s prior comments, e.g., the safety net proposal.

Nothing in the most recent workshops was said by the industry representatives that would
cause SCO to alter its vicws. In summary:

(a) Legal principles surrounding joint ventures and limited partnerships do not support
industry’s position that these entities should fall within the corporate control percentages
under existing rules. Moreover, the ownership contro] percentages should remain as one
of many factors looked at to determine whether a contract is or is not armm’s length. The
rulemaking should not be delayed because of industry’s request for a list of rebutta]
factors, which list, if it is to go forward, should be illustrative not exhaustive. -

(b) SCO agrees with MMS’s position that the decision to issue advance valuation
decisions should remain discretionary. Any such decision should also apply only to the
company requesting the decision.

(¢) SCO continues to oppose any allowances for marketing. Industry’s assertions are
not pertinent to a market value lease, and, if adopted, would transform federal leases into
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net profits leases. In determining value internally, companies make no adjustment for
marketing to determine oil value.

(d) Industry has failed to present either evidence or convincing argument for
modification of MMS’s transportation/actual costs regulations. The BBB bond rate is
already a generous rate of return, which over time will provide a reasonable return on
both debt and equity.

(e) A comparable sales approach simply does not address the problems associated with
undervalued field prices. In fact, industry’s proposed approach appears to be designed
to allow major integrated companies to take advantage of MMS’s exclusion of the true
value of oil exchanged from the arm’s length definition. This would appear to be
particularly true given the major companies’ active opposition to use the gross
proceeds/minimum value rule.

(f) There 1s no rational reason why private parties, including oil and gas companies,
should benefit from the protection extended by the duty to market while the public should
not. It is clear that industry wants to roll back or eliminate the duty to market principle
for federal purposes. In fact, their proposal at the close of the second day of the DC
workshop indicates that, at the very Jeast, they want (1) to increase the burden on the
federal government to establish breach (e.g. fraud standard), or (2) replace well
understood common law standards (e.g., prudent operation) with uncertain standards
(e.g., "illegalities") that will foster litigation. SCO urges that MMS adopt its
recommended definition, which was designed after a review of the extant case
authorities.

After reviewing the comments and expressed concerns of other State entities, SCO urges
MMS to reconsider distinguishing between independents and major companies -- at the very least
for purposes of going forward pow with a rule applicable 10 majors - and recommends that it
adopt a flexible approach that considers both volumes produced in a jurisdiction (e.g., comments
submitted by Oklahoma) and degree of downstream affiliation/integration.

Ellen Helff
On behalf of the
California State Controller’s Office




